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Table 3 Results for Descriptive Statistics EHESRNESAQINDEAXRE

- B i B Table 4 Relationships between Portfolio Return,
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Mar Cap  23.206 0.968 20.598 23.161 27.603 $ S —bdl B A8E 3
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Table 5 OLS and Logistic Regression Results for Different Cities

OLS logistic
L {EL
Baor Lagr Yaw Zagr
H{H 252 -0.152 —0.581 - 0.039 -0.397
H (v B 252 - 0. 147 — 0. 600 -0.031 — 0. 465
AQI BECH AT S HE /% 73.413 67. 857
AQI Z¥CH T B2 KI5 b/ % 13.492 7.937
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Table 6 OLS Regression Results for City Panel Data
A5 Ret
401 -0.084°*" -0,132° -0.087*" -0.083*"" -0.073"*" -0.082""" -0.052"""
(0.016) (0.018) (0.013) (0.017) (0.018) (0.021) (0.019)
AQI(- 1) 0. 008 0.010 0. 005 0.017
Q= (0.022) (0.022) (0.025) (0.033)
401(~2) -0.022 -0.013 -0.019 0.014
(0.019) (0.020) (0.021) (0.026)
Ret(~1) 0. 111%™ 0.111°"* 0.110°" 0.091*" 0. 089 ***
' (0.005) (0.005) (0.005) (0.003) (0.015)
. 1. 142 1.142°"* 1. 143" 1. 144 *°*
Ris Pre
(0.008) (0.008) (0.008) (0.004)
Mar Cap(~1) —0.044%*" - 0.044™" - 0. 037 -0.046""" —0.058""
e (0.006)  (0.006)  (0.029)  (0.008)  (0.024)
MBR(- 1) 0.410 0.410 - 0. 402 0.437"" -0.235
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Table 7 Logistic Regression Results
for City Panel Data

RIS Ret

i 0,035 "*"=0.029"** =0, 017 *** =0, 017 *"*
(0.004) (0.004) (0.003) (0.004)

AQI(- 1 0. g
AQI(-1) (0.004)
~0.007""

AQI(-2) i
el T8 0.005*** 0. 005 ***
(0.001) (0.001)

R Pre 0.160*** 0. 160 """
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i Bl 0.009  0.009
Mar Capl~ (0.006) (0.006)
T DLALT* 0 311 %
(0.001) (0.001)
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Table 8 Results for Monte Carlo Simulation

At Ret

-0.084"""-0.132"""-0.087 "~ 0.083 """
AQI (-5.250) (-7.333) (-6.692) (-4.882)
[0.0001] [0.0002] [0.0004] [0.0004]

0. 008
AQI(-1) (0.364)
[0.358]
-0.022
AQI(-2) (- 1.158)
[0.129]
HEAES
R Fwl REH EH
AWEERN  RER R EH &R
ANEESR  RER EH R
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Table 9 Regression Results for Air Quality on Portfolio Turnover

A Tur Tur Tur Tur Cha Tur Cha Tur
AQI -0.521*""  -0.222°*"  -0.042""" -0.059"*" -0.042"*" -0.059*""
(0.037) (0.029) (0.013) (0.011) (0.013) (0.011)
AQI(=1) 0. 036 0. 036
(0.013) (0.013)
-0.01 -0,
AQI(~2) OF}? 0.017
(0.013) (0.013)
Ret(-1) 0.052*" 0.052** 0.052** 0.052"""
(0.002) (0.003) (0.002) (0.003)
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Table 10 Regression Results for Air Quality on Portfolio Liquidity

5 Lig Lig Liq Lig Cha Lig Cha Lig
Aol —0.394"**  —0.347"**  -0.114"" -0.098" -0.114*"" -0.098""
(0.048) (0.052) (0.043) (0. 049) (0.043) (0.049)
~0.008 - 0.008
AQI(-1)
(0.038) (0.038)
- 0.031 -0.031
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_ ll EE T _ ; EEE _ s EEE _ - EX
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A5 1 58 i FA 5 il il €l £l Eexiil
JA P9 36 2 Ak FAz il il el el £yl
UL 90 344 90 344 88 972 88 789 88 972 88 789
IH% R 0.001 0.021 0.242 0.242 0.235 0.236
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Abstract ; How environment factors affect stock market has been a hot topic in behavioral finance, which considers investors’ sen-
timent, in addition to the firms' fundamentals, as an important factor that affects stock price. Research in psychology shows that
investors’ sentiment is affected by environment. People will display negative mood( like depression) when exposed to the polluted
areas. Recent studies have found that air quality affects stock returns, but it is still unanswered that through what channel the air
quality affects stock returns.

In this paper, we study the relation between air quality and stock returns, using the data of AQI index on air quality of 252
cities from 2014 to 2015, and the constructed data on city-level daily portfolio returns. Based on city-level tests, panel data re-
gression, and Monte-Carlo simulation method, we study the relation between air quality and stock returns from the view of inves-
tor sentiment. We further study the mechanism through which air quality affects stock returns by looking at whether air pollution
increases the investors’ pessimism and/or reduces their trading intention.

We find that on average, the portfolio returns are lower in the cities with lower air quality. Moreover, the result remains sig-
nificant after controlling for season, firm, and city fixed effects. We also find that turnover rates and liquidity of stocks decreases
when air quality is low, suggesting that the reduction in investors' trading intention is more likely the reason why air pollution re-
duces stock returns. Our results suggest that air quality does affect investors’ sentiment. When the investors are exposed to the
polluted areas, they display more negative mood and has lower trading intention, which hurts the stocks’ liquidity.

By reviewing the previous literature, we are able to control city fixed effect more sufficiently, and solve the endogeneity issue
more efficiently, Our result also supports that the investors are not fully rational, and are likely affected by environment factors.
Therefore,, environment can be an effective factor that affects stock price. This can be helpful for investors to construct investment
strategies

Keywords ; air quality;stock returns;investor sentiment ; turnover rate ; liquidity
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